Major Themes in Economics
Volume 23

Article 5

Spring 2021

An Economic Analysis of the Effects of Streaming on the Music
Industry in Response to Criticism from Taylor Swift
Hugh Zehr
University of Northern Iowa, hugh.zehr@alumni.uni.edu

Follow this and additional works at: https://scholarworks.uni.edu/mtie
Part of the Economics Commons

Let us know how access to this document benefits you
Copyright ©2021 by Major Themes in Economics
Recommended Citation
Zehr, Hugh (2021) "An Economic Analysis of the Effects of Streaming on the Music Industry in Response
to Criticism from Taylor Swift," Major Themes in Economics, 23, 51-63.
Available at: https://scholarworks.uni.edu/mtie/vol23/iss1/5

This Article is brought to you for free and open access by the CBA Journals at UNI ScholarWorks. It has been
accepted for inclusion in Major Themes in Economics by an authorized editor of UNI ScholarWorks. For more
information, please contact scholarworks@uni.edu.

Major Themes in Economics, Spring 2021

51

An Economic Analysis of the Effects of
Streaming on the Music Industry in Response to
Criticism from Taylor Swift
Hugh Zehr
Abstract
Since its introduction in the early 2010s, music streaming has transformed the
industry. Streaming has both fans and critics. One of the most notable critics is
superstar Taylor Swift, who has questioned streaming’s ability to adequately
compensate those involved in music creation. My analysis acknowledges her
critique and looks specifically into how streaming services have affected all
participants in the industry. While streaming initially decreased profits in the
music industry as a whole, the industry has adjusted and has seen returns from
this new model of music consumption. Streaming services increase benefits to
all players in the music industry by decreasing piracy, increasing music
discovery, and drawing consumers to other areas of the music market.
I. Introduction
From attending live music performances to listening to records, cassettes, CDs,
and digital files, people’s consumption of music has evolved. Now digital music
and streaming services dominate the market. The rise of digital music is one of
the most significant changes in the industry to date. Digital music technology
gives consumers access to millions of songs for one low price and in one
location in a way that was never possible before.
Streaming’s adoption has been met with varying degrees of acceptance. Pop
superstar Taylor Swift has been outspoken against streaming services in the
past, criticizing the low amounts they pay artists. Swift argues that streaming
services do not create an industry where the price of music in a streaming model
represents its worth.
I explored Swift’s theory on streaming and found that streaming provides
benefits to all players in the market. While streaming has displaced sales in the
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market, evidence shows its adoption benefits the industry through creating more
consumers in the live music market, decreasing piracy, and other means.
II. Terms and Definitions
The market for digital music cannot be defined as consumers and producers like
most markets. Nearly every artist is signed with a record label, which also has
revenue to gain. I will use “labels” to mean the record labels and music
companies, “providers” for the streaming service companies, “artists” to refer
to the people who make the music, and “consumers” to refer to people who
listen to music.
My analysis has two different service options: free streaming and subscription
services:
Free Streaming Services:
I assume that the free streaming services offer the same bundle of music that
the paid services do but with restrictions. The most common limitation is ads
played between songs to interrupt the flow of music. My analysis also assumes
that the free streaming services have functional differences such as limited skips
and automatic shuffle mode (meaning consumers cannot choose which song to
listen to). Free services also do not let consumers download music, which
means that they cannot listen to music offline.
Subscription Services:
This service has the same music library as a free streaming service but allows
for total user freedom from interruption and has advanced features such as
downloadable music, unlimited skips, and personalized playlists.
III. Background
Introduction to the Music Market:
Music is a vast market that gathers interest across ages and countries. In 2019,
the global music industry generated $20.2 billion according to the International
Federation of the Phonographic Industry’s (IFPI) annual report on the music
industry (IFPI 2020). In 2020, music streaming accounted for 62.1% of the total
revenue for the global music industry (IFPI 2020). Physical sales were the next
largest channel of income at 19.5% (IFPI 2020).
This global statistic is representative of a significant shift in the industry away
from ownership. In 2008, Atlantic Records reported that two-thirds of revenue
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from recorded music came from the sale of CDs and 30% came from songs sold
on iTunes (Arango 2008). Twelve years later, industry revenue has changed
drastically. According to RIAA (2020), 83% of industry revenue came from
streaming in 2020, while 6% came from digital downloads and 9% came from
physical sales in America.
Revenue Displacement in the Music Industry:
Music industry revenue steadily declined from 2001 to 2010 as digital music
began to take over the industry (Ingham 2020). Piracy was a significant revenue
displacement issue in the early days of digital music. Krueger cites the rise of
Napster, an infamous illegal file-sharing website, as a substantial contributor to
the $8 billion/62% decrease in music revenue from 1999 to 2015, as the market
adjusted to the rise of digital music and illegal file-sharing (Krueger 2020, 177).
The downward trend in industry revenue also suggests that physical sales can
create more revenue than current digital music sales models. When streaming
became popular and widely adopted between 2015 and 2017, revenue started to
increase, with a $2 billion boost from streaming revenue (Krueger 2020, 177).
Music Streaming Compared to Historical Means of Consumption:
Streaming services are unique as they replace typical durable good ownership
of albums on CDs and open up consumers to be renters of millions of songs in
digital music. Before the introduction of streaming, consumers had to buy
albums on CDs or vinyl, listen to music on the radio, or purchase albums and
individual tracks or albums on the iTunes store. With music streaming,
consumers are no longer bound to the limited tracks of an album on a CD but
have millions of albums and songs at their fingertips. Streaming services
provide bundles of music at a zero marginal cost for users since many services
boast libraries of millions of songs. Due to this difference, streaming is a renting
model, which can provide an advantage to providers and artists as it eliminates
resale and piracy of music.
With streaming, consumers also get to choose their music and listening order
instead of having it imposed on them through radio or the set playlist of an
album. Streaming allows for more freedom for consumers as they can mix songs
from different albums, genres, and artists to create their own personalized
listening experience with ease.
Artist Revenues:
Spotify’s model of paying artists is representative of streaming services. In
2018, Spotify reported that 70% of its revenue is designated to paying royalties
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(Variety 2018). Under this model, one million streams on Spotify net an artist
in the $3,000-$6,000 range, an average of 4.5 cents per stream in 2020 (Olsen
2021). Krueger explains a hypothetical scenario that shows how music
streaming providers pay artists and labels:
...suppose a streaming platform has 100 billion songs streamed in a year,
collects $600 million in revenue from paying subscribers and pays twothirds of its revenue ($400 million) to rights holders. If a hit song
accounts for 100 million streams on this service (which equals 0.1
percent of total streams), the payout to the rights holders of that song
will be 0.1 percent X $400 million = $400,000. (Kruger 2019, 182)
This example shows that artists’ and labels’ profits are positively correlated
with higher amounts of streams, which means artists aim to increase streams to
take up a high percentage of total streams and increase revenue.
Live music is a critical part of artist revenue. The top artists in 2017 earned 80%
of their income from touring, 15% from recorded music, and 5% from
publishing fees (Krueger 2019, 37). The sale of tickets and merchandise at live
performances can be incredibly lucrative for artists.
Music Streaming Consumers:
At the turn of the century, digitization changed the industry and caused piracy
to rise and revenue to fall. Piracy was rampant in the early 2000s, and streaming
never turned a profit until 2006 (Lozic 2020, 203). In 2013 as Spotify and
Pandora rose in popularity, music streaming revenue saw its first spike. It began
an upward trend to where it is now, accounting for more than half of the revenue
in the music industry (Lozic 2020, 203). Given music’s dramatic change in
profits beginning in the early 2010s, the growth can largely be attributed to
Generation Z, people born from the mid to late 1990s and early 2000s, growing
up with digital music.
Generation Z’s impact cannot be understated. According to a study done by
Fluent in 2017, 92% of Generation Z uses a streaming service, and 84% listen
to music every day using these services (Fluent 2017, 3). Generation Z also has
unique consumption habits and listens to music in the background during other
activities, making digital streaming important due to its portability and ease of
use (Fluent 2017, 6). Generation Z listens to music and uses streaming services
more than any other age demographic, yet only 22% of Generation Z subscribes
to a paid streaming service (Beer 2018).
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Taylor Swift and Streaming Criticisms:
The streaming model has been controversial in the industry since its inception.
Taylor Swift has been outspoken against streaming services, and she even took
her music off of Spotify in 2014. In response to taking her music off Spotify,
Swift wrote an editorial published in The Wall Street Journal. In reference to
an average rate of one-third to a half of a cent payout to artists per stream, Swift
wrote:
Music is art, and art is important and rare. Important, rare things are
valuable. Valuable things should be paid for. It's my opinion that music
should not be free, and my prediction is that individual artists and their
labels will someday decide what an album's price point is. I hope they
don't underestimate themselves or undervalue their art (Swift, 2014).
Taylor’s critique of streaming services centers around the idea that providers
do not adequately compensate those involved in music creation. She argues that
free streaming services specifically are not a fair way to pay someone for their
art. In a 2014 interview with Yahoo, Swift said, “Spotify, all feels to me a bit
like a grand experiment. And I'm not willing to contribute my life's work to an
experiment that I don't feel fairly compensates the writers, producers, artists,
and creators of this music” (William 2014). While Swift’s assessment of
Spotify being an experiment turned out to be wrong, she presented a valid
criticism when she questioned if streaming adequately compensates those
involved in music creation. I analyze literature to test Swift’s criticism. I
explore whether streaming services benefit consumers, the industry as a whole,
and artists.
IV. Analysis
Consumers’ Benefits from Streaming:
The largest consumer of digital music is young people, who are primarily price
sensitive. Due to their price sensitivity, young people tend to move away from
buying music and prefer to use a subscription model due to the lower price per
song. Li et al. (2020, 701) find that subscription models are more popular than
ownership models when subscription usage cost is lower than the cost of the
ownership model. This finding suggests that an ownership model becomes less
appealing as consumers’ price sensitivity increases (Li et al. 2020, 702). Price
sensitivity explains why free streaming services compromise such a large share
of consumption in Generation Z. Free subscription models are an excellent way
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for producers of music to gain listeners and profit from Generation Z
consumers.
General trends show that Generation Z’s adoption of free streaming services
has been changing consumer behavior. Datta et al. (2018, 19) show that music
streaming has created new trends in consumer behavior where listeners listen
to more artists and generally consume more music. Their study shows that the
prevalence of Spotify has explicitly increased the amount of music that
consumers listen to in the long term and allows for more discovery (Datta et al.
2018, 19). Their study (2018, 19) also found that Spotify listeners generally
listen to fewer “superstars” and a wider variety of artists.
Changes in consumer trends could bring more revenue to the industry in the
long run as consumers continue to listen to more music and artists when taking
advantage of the large libraries of streaming services. Consumers also receive
benefits from streaming through the increased mobility of music, which fits
evolving consumer behavior. The importance of Generation Z and changing
consumer habits in the streaming market supports the idea that a free streaming
model will benefit the music industry as a whole since this significant portion
of the market will make use of the free services.
Free Streaming and Ownership as Substitute Goods:
Even though free streaming services can increase the number of music
consumers, there is evidence that these services can take away profits from the
industry by decreasing ownership sales. Hiller (2016, 25) found evidence that
music on free ad-based platforms takes away sales from albums, suggesting that
free ad-based services and ownership models are substitute goods. Wlomert and
Papies (2016, 324) found that the use of free streaming services reduced
spending in other areas of the music market by 11%, and paid services reduced
spending by 24%. From these data, they conclude streaming services are a
substitute to ownership and that consumers may buy less music over time after
becoming more accustomed to the streaming services (Wlomert and Papies
2016, 324). Aguiar and Waldfogel (2018, 306) found that at the country level,
growth in streaming reduces sales of albums and that an additional thousand
streams depress sales revenue by $1.76. This is consistent with the data from
RIAA (2020, 3), which shows a 22.2% decrease in revenue from downloads.
These sources serve as evidence that free music takes away consumers from
music ownership in the industry, but there are other factors to consider.
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While studies suggest that streaming and music ownership are substitute goods,
they are not perfect substitutes. Even though Wlomert and Papies (2016, 324)
find that consumers who adopt a paid streaming service are more likely to quit
buying music than someone who uses a free service, many consumers still buy
music. This suggests that people who use streaming services will still buy music
from the traditional ownership markets. While it may decrease ownership sales,
streaming does not decimate this profit-heavy part of the market.
Even though digital music initially depressed industry profit, revenue from
streaming has risen recently (Waldfogel 2018, 305). While streaming revenue
has not yet been able to compensate for the initial level of album and ownership
sales displacement in the early 2000s, this fact shows promise that streaming
revenues will increase revenue more than they have displaced it as streaming
evolves (Waldfogel 2018, 306). These sources all imply that the market is
shifting away from ownership, but streaming is beginning to compensate for
some of the initial losses caused by its introduction. While streaming is
undeniably a substitute good for music ownership, consumers are still engaging
in buying physical and digital music for ownership.
Effects of Streaming on Piracy:
Literature shows that streaming services generally decrease the illegitimate
spread of music. Piracy was a significant revenue displacement issue in the
early days of streaming, signified by the rise of Napster and other illegal filesharing programs. Aguiar and Waldfogel (2018, 305) found that streaming
leads to a reduction in piracy as streaming services draw consumers away from
both legal and illegal means of downloading music. Lozic (2020, 211-2) also
says that streaming services have made it harder for people to pirate music. The
industry has been growing since 2014 and has had exponential growth in
revenues, which the author cites as a direct correlation to the increased sales of
copyrights from streaming (Lozic 2020, 211). The increased levels of legitimate
ownership in the music industry are important to revenue. The balance of
legitimate ownership and wide adoption of streaming services together are
responsible for the recent positive trend in industry revenue.
Benefits to All Artists from Streaming:
There is evidence that streaming as a whole could bring consumers to the live
music market. Nguyen et al. (2014, 328) concluded that the availability of
streaming brings consumers to the live music market. The transfer to the live
music market would represent a gain for the industry and all artists since the
live music market is a considerable revenue source (Krueger 2019, 37). The
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increase in revenue to the live music market could compensate for any of the
potential losses in the market due to its relative size of revenue compared to
streaming and provide benefits to artists of all sizes.
The inclusion of a prominent artist on a streaming service can also provide gains
for other artists. Even though providers may need to pay higher royalties to
superstar artists to attract them to their services, if the service still attracts
enough artists to create diversity, it can sell more subscriptions at higher prices
due to the high value of having both big-name artists and an extensive library
with many smaller artists (Bender et al. 2021, 1095). A diverse music library
that encourages discovery can provide more streams to artists of all sizes.
Benefits to Big Artists from Streaming:
Music industry superstars, such as Taylor Swift, have more to lose from the
availability of free streaming services. Hiller (2016, 25) found the negative
correlation between the availability of free music and album sales to be stronger
for large artists. Hiller’s findings suggest that when music is available for free,
more people will use free music to listen to prominent artists than buying their
albums.
Regardless, artists can still gain from being on free streaming services,
depending on their music label. Larger labels have more bargaining power with
the streaming service providers and can lobby for higher payouts to their artists
(Aly-Tover et al. 2020, 274). The impact of a label could counter the potential
losses for bigger artists. While big artists have the most to lose, they are also
most frequently in the best positions to get a good deal when negotiating with
a streaming provider. This is evident in the case of Taylor Swift, especially
considering she not only negotiated for more money for herself but also for
other artists with the Apple Music platform in 2015 (BBC 2015).
Benefits to Small Artists From Streaming:
While smaller artists may not have as much leverage with providers as big
artists signed to large labels, they can still find notable benefits from having
their music on streaming services. Small artists are generally not concerned
with gathering revenue from large amounts of streams and are more likely to
favor free services because they provide a greater opportunity to expand their
audience and fan base (Aly-Tover et al. 2020, 274). Not dependent on an artist’s
experience, artists who gain most of their income from concerts prefer the freestreaming services as each stream provides them with another potential
lucrative concert ticket sale (Aly-Tover et al. 2020, 274). There is evidence that
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people listen to a wider variety of music when they stream their music (Datta et
al. 2018, 19). More consumption increases the probability for a newer artist to
be discovered, which can translate to sales in the live concert market. Hiller’s
(2016, 25) findings suggest that free services benefit lesser-known artists more
than large artists as they allow for promotion and have less of a negative impact
on album sales for their records. Generally, smaller artists can only gain from
having their music available on free streaming services due to the importance
of being discovered and selling concert tickets.
Changes in Artist Behavior from the Rise of Streaming:
Evidence also supports that the switch to streaming is inevitable at this point
and that artists need to hop onto the trend to stay relevant and profitable. AlyTovar et al. (2020, 274) suggest that artists should switch to the service where
most of their audience is reap benefits from free services. This would mean that
artists would need to adapt to a free streaming service since young people and
their large market share prefer these services due to their price sensitivity.
There is evidence that artists have already adapted to increase profits under
streaming models. Collecting streams provides revenue for artists under a
streaming model, which provides artists incentives to create music that lends
itself to repetition. The goal of increasing streams has led to the creation of the
“hits strategy” (Hiller and Walter 2017, 379). The “hits strategy” is the idea that
artists have an incentive to create a few high-quality singles over making
albums. The theory behind the strategy is that hit singles can gain artists a larger
percentage of total streams and, subsequently, revenue. The hits strategy could
be seen as a negative for the industry and artists as it encourages artists to
abandon artistic integrity and produce songs designed to be played on repeat in
their attempt to gain the largest share of streams. Overall the authors predict
that since streaming is such a large part of the music industry, artists will change
their production strategy away from albums towards methods to gain as many
streams as possible (Hiller and Walter 2017, 353). Regardless of opinions on
creative integrity, this is the direction that the market is shifting, as listeners
respond to this kind of music through streams. Artists have been and need to
continue to adapt to receive the benefits from streaming.
V. Conclusion
Through the spread of streaming, consumers have access to a wider variety of
music than ever before, which they consistently use to find new music and
expand their tastes. Music streaming has dramatically changed consumer
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behavior, and free services allow for increased discovery and more
consumption from the increasingly important Generation Z population of
consumers.
Increased consumer adoption of streaming has led to direct benefits to
providers, labels, and artists. Artists, especially new and smaller artists, gain
from the discovery that streaming service’s large libraries provide to the market.
Artists are continuing to adapt to this new model, which has allowed them to
create more streaming profit and transfer consumers to the live music industry
to increase their revenue. Streaming has also allowed small artists to find more
success through using free streaming services to create new fans and sell
concert tickets.
Where consumers and artists receive gains, so does the industry as a whole. As
artists can increase their streams and sell more concert tickets, the whole
industry will gain. Streaming also still incentivizes consumers to own music,
which provides significant profit to the industry. While there is less industry
profit from ownership than there was before the introduction of streaming, the
industry is beginning to return to its original levels of profit, especially as the
model has deterred music piracy.
While there are arguments from some, such as Taylor Swift, that streaming does
compensate artists enough, there are clear benefits to the industry through
increased profits, changing consumer activity, and discovery. As artists and
consumer tastes continue to evolve, assuming the current trends continue, I
predict that benefits will continue to flow to all players in the industry, and
Taylor Swift’s bad blood with the streaming will resolve.
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